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STATE OT NEhI YORK

STATS TAX COMHISSIO}T

In the Hatter of PetLtion

of
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The taxpay€r havlng flled potition fon nedctcnnlnatl,on

of dqfl'slcncy of fnanahioe tax unden Antiel,e g-A of thc tax law f,or

the paniod Auguet 3r L9?I to DecorEben 31, 19?lr and a haanLng havlng

beqn held in conncotl,on there*ith at the office of tho State Tar

Comi.rclonl 2 l{onld Trade Centenl New Yonk Cityr 8t whi.sh hearlng

E.,J.  Hannondr aaoLetent Bocrctany; and R. E. Fni .achr Esq. of  counacl ,

rppaarsd and thc rocord having been duJ"y exanined and considened by

thc Stata Tax ConmioaLonl

It is henoby foundr

(f) Merad Pnoductigrrep Inc. (nXenadtt) Lras Lnconporated

ln Novada in 1966 and began dodng bugLness in New York the oane yGar.

On Auguot 3 r tgTl lts entire capLtal" stock waa acquined by Trcntlcth

Century-Fox Fil,n Corponat{on (npanentn). The panent filoe on a sllgg

reek lraeis for federal l.ncsne tax punposes and the operationE of

Herad fon thc period Sl3/7L to 12129/?1 rlene included ln the parcntfa

coneolidatod fedensl rctunn for ths yaar ended L?l?gl7J-, A conbinrd

r6tunn is f,llod by tho panent wlth sose of J.ts r*hol,ly owned gubsl.dL-

ariea for New York $tats fr:anchi.ee tax pur3poses. Thc pancnt, rLthout
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t},1ERAD PRODUCTIONS. IHC.

fon rsdstennination of deficiency of
franchisa tax unden Anti<rle g-A bf,
thc tax law fon the period Auguet 3,
t9?L to Deasnbor 3L, I9Zl .
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r6eeivlng Priorr per&igsl.onr inqLudod ths openations of Henad fon thc

penlod 8t3l7l to L2/2gl7L j.n its cornbined roturin fl] 'ed fon thc caf,.-

endan ycnr l9?1.

(2) Tho ConporatLon Tax Buneau digall,olred the inclusion

of Mersd ln the conbLnad rotunn fJ.led by the parent and LEaued a

statetAent of audLt adJuetnent dated \lLSl74 and notl.ce of, defLcLency

taxlng Herad on sn lndlvldual basie ae foll,owel

Henad Productional fnc.
Por iod  813/7L  to  L? l3L /7L

EntJ.r .e net income $g6r220.t t t
Tax  a t  9 t  B rg5g .8q
Tax pen rsport  125.00
Dof lc ioncy I r5gl l .Bt t

(3) Tha pnlneipal aBB6t of i, lerad r*ae a I ' l  LIZ pcrccnt

Lntcroet in a joint ventuna eall,ed the DoLly Conpany, pnoducer of thc

etage play I'HclLo Dollyn whlch opcned l.n tlew Yonk Ctty i.n 1965. Ttro

perGntr whieh is engeged in the pnoduction and dLgtributlon of notJ.on

pictunc flIue, acquirsd thc nlght to pnoduce a fLLn f,ron the play ln

1965. The contnaot pnovidod that tho fi ln could be exhibited begl,n-

ning in 'June 1971,. The pnaduotl.on of, ths flln waa completcd Ln eanly

1968 .

In order to aceelerrate tha cxhl-blt{on date of the f,lln, thc

panont entenod i.nto a csntnaEt dated t?/20188 with the stoekholdcr of

Harad whoneby the stockhoLder could oxonei"es nn option to aelL his

otock to tha parent during the perJ.od $/2l7L to gl|t l7l.. Such optf.on

t|aa Gxencl,sed and the date of salo nas 8l3l7L. Tlrc etookholden

reqcJ,vcd $2f l+50r000.00 Ln exahan8o fon the stock. Ths oontract of

L2l2gl68 Lod to a,srocncnto peruittlng tho parent to aeeelenate the

exhlbltLsn date of, ths filn to Deeenben lg$g.
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During the peniod S/3/71 to I2129/7Lr the intoncompany

tnsnsaetionE between Horad end the panent coneieted of, the f,ol.lowLngl

(a )  On S|LL /?L  a  l raLance o f  $e4er80 l l .00  ln  the
Herad bank account $as tnanaf,erred to the p&r-
entra bank secount. Thie reEul,ted in E neeeLvablc
of $6$21804.00 due ilerad fnom the plnent.

(b) The parent $ade a change of $173.00 to Henad
for fedenaL income tax paLd.

(c) The parent nade a charge of S150.00 to Henad
fon accnual of New York State fnanchiae tax and
l,isw York City genenal conporatl,on tax.

(q) Eaotion 211.t+ of the tax law neade in pantr

trIn thc diecnqtion of, the tax commiseionl ony ta.x-
payar, rhich o$ns or contnols either dl.rectly on
indlrcetly aubetantia).Ly aLl the eap!.tal gtock of
onc or sona other eonponations. , . ma3l bo re-
guired on psrnitted to make a roport on a oonbined
baoj"e eovening any othan guch conporat:lonE . . . t

The $tate Tax ConnLssion heneby

DECIDES I

(A) Uonad r*Ea properly sxcluded fnom tlre conbined nctunn

for L9?L becauao of l,aak of eubetant{.al intenconpany tnaneactLona

involving inaorne and oxpenaso. The panentte payaont of $2r*50r000.00

f,on ths stoek of l{e:red waE not an l,nterqonpany tnansactlon bctwecn

ths parunt and l"{enadr einqe it Has paid to thc latterre stockholdcn.

Mcrad leaeivod {.to 6noer incone e*se;:ti*lly fron on6 soutrcer nanclyr

ita Lnteraot in the Joint ventuns whichr pnoduced the etcge play of

Hsll,o Doi"Ly. Thc parent neeeived lta gross income fron the production

und distrlbutLon of many filnqs. In tha absence of subetantl.al J.ntcn-

eoepany tranecctLona I incluel.orr of, Henad in the combined rcturn hrould

producc an inpnoper tax reeuJ.t in thst l"ta net J.ncons *ould bc offeet

againet Loeeoe of, other corponatl.ons in the conbl.ncd group, anC ite

buaLnoee alLosation of L00S would be neducsd to the aornblned buslnosa

allocation of approxinately 1.4.9t. It ie the poLicy of the Tax
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Connission not to pernLt on requir.e inelusLon of a conporation in

cornbined retunn whene taxation on an individual basie produces a

more proper tax result.

(B) The notice of deficl.ency iesued against Menad as

indicated at (2) ie affinnedr togethen with intenest in accondance

with Sect ion 10Bq of  the tax law.

Dated: Albanyt New Yonk

th ie 3rd Day of  Ju l -Y L975.

TAX COHHISSION
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